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§ 1629.4 Meaning of fraud or dishon-
esty.

The term ‘‘fraud or dishonesty’’ shall
be deemed to encompass all those risks
of loss that might arise through dis-
honest or fraudulent acts in the han-
dling of funds as delineated in § 1629.3.
As such, the bond must provide recov-
ery for loss occasioned by such acts
even though no personal gain accrues
to the person committing the act and
the act is not subject to punishment as
a crime or misdemeanor, provided that
within the law of the state in which
the act is committed, a court could af-
ford recovery under a bond providing
protection against fraud or dishonesty.
As applied under state laws, the term
‘‘fraud or dishonesty’’ encompasses
such matters as larceny, theft, embez-
zlement, forgery, misappropriation,
wrongful abstraction, wrongful conver-
sion, willful misapplication or any
other fraudulent or dishonest acts.

§ 1629.5 Form of bonds.

Any form of bond which may be de-
scribed as individual, schedule or blan-
ket, or any combination of such forms
of bonds, shall be acceptable to meet
the requirements of this part. The
basic types of bonds in general usage
are:

(a) An individual bond which covers a
named individual in a stated penalty;

(b) A name schedule bond which cov-
ers a number of named individuals in
the respective amounts set opposite
their names;

(c) A position schedule bond which
covers all of the occupants of positions
listed in the schedule in the respective
amounts set opposite such positions;

(d) A blanket bond which covers all
the insured’s directors, officers, em-
ployees and agents with no schedule or
list of those covered being necessary
and with all new directors, officers,
employees and agents bonded auto-
matically, in a blanket penalty.

§ 1629.6 Effective date.

(a) Each program shall certify in its
Application for Refunding, beginning
with the application for FY 1985 funds,
that it has obtained a bond or bonds
which satisfy the requirements of this
part.

(b) A copy of such bond or bonds shall
be provided to the Corporation at its
request.
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§ 1630.1 Purpose.

This part is intended to provide uni-
form standards for allowability of costs
and to provide a comprehensive, fair,
timely, and flexible process for the res-
olution of questioned costs incurred by
recipients of the Corporation. The Cor-
poration has considered the standard-
ized policies developed over years of
federal experience with assistance to
nonprofit organizations, and has adopt-
ed, or adapted, many of these policies
where appropriate for the funding of
legal services for eligible clients.

§ 1630.2 Definitions.

(a) A questioned cost is a charge or
proposed charge to a recipient’s Cor-
poration funds which could be deter-
mined to be ineligible.

(b) An allowed cost is a cost that,
after investigation, the Corporation
has determined to be eligible for pay-
ment from a recipient’s Corporation
funds.

(c) A disallowed cost is a cost which
has been determined to be ineligible for
payment from a recipient’s Corpora-
tion funds and includes any income the
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recipient may have derived from ac-
tivities supported by that cost, includ-
ing proceeds from the sale of assets and
interest.

(d) Recipient as used in this part
means any grantee or contractor re-
ceiving funds from the Corporation
under sections 1006(a)(1) or 1006(a)(3) of
the Act.

§ 1630.3 Burden of proof.
(a) The recipient shall at all times

have the burden of proof under this
Part.

(b) If a recipient defends a questioned
cost on the basis that the funds used
were not subject to the restriction
cited by the Corporation, the recipient
has the burden of proving that the
funds actually expended were not in
fact subject to that restriction.

§ 1630.4 Standards governing allow-
ability of costs under Corporation
grants or contracts.

(a) General criteria. Expenditures by a
recipient are allowable under the re-
cipient’s grant or contract only if the
recipient can demonstrate that the
cost was:

(1) Actually incurred during the ef-
fective term of the grant or contract
(unless allowed by part 1628) and the
recipient was liable for payment;

(2) Reasonable and necessary for the
provision of legal services for eligible
clients or for the accomplishment of
another function specified in the grant
or contract application as approved by
the Corporation;

(3) Allocable to such function(s);
(4) In compliance with the Act, appli-

cable appropriation acts, Corporation
rules, regulations, guidelines, and in-
structions, the Corporation Audit and
Accounting Guide for Recipients and
Auditors, and the terms and conditions
of the grant or contract;

(5) Consistent with policies and pro-
cedures that apply uniformly to both
Corporation-financed and other activi-
ties of the recipient;

(6) Accorded consistent treatment;
(7) Determined in accordance with

generally accepted accounting prin-
ciples;

(8) Not included as a cost or used to
meet cost sharing or matching require-
ments of any other federally financed

program, unless the agency whose
funds are being matched determines in
writing that Corporation funds may be
used for federal matching purposes; and

(9) Adequately and contempora-
neously documented and the Corpora-
tion was given access during normal
business hours to the documentation as
filed in the recipient’s normal business
records.

(b) Reasonable costs. A cost is reason-
able if, in its nature or amount, it does
not exceed that which would be in-
curred by a prudent person under the
circumstances prevailing at the time
the decision was made to incur the
cost. If a cost is disallowed solely on
the ground that it is excessive, only
the amount that is larger than reason-
able shall be disallowed. The question
of the reasonableness of specific costs
must be scrutinized with particular
care in connection with recipients, or
separate divisions thereof, which re-
ceive the preponderance of their sup-
port from grants or contracts with the
Corporation or federal agencies, rather
than through the sale of goods and
services in free markets. In determin-
ing the reasonableness of a given cost,
consideration shall be given to:

(1) Whether the cost is of a type gen-
erally recognized as ordinary and nec-
essary for the operation of the recipi-
ent or the performance of the grant or
contract;

(2) The restraints or requirements
imposed by such factors as generally
accepted sound business practices,
arms-length bargaining, federal and
state laws and regulations, and the
terms and conditions of the grant or
contract;

(3) Whether the individuals con-
cerned acted with prudence under the
circumstances, considering their re-
sponsibilities to the recipient, its cli-
ents and employees, the public at
large, the Corporation, and the federal
government; and

(4) Significant deviations from the
established practices of the recipient
which may unjustifiably increase the
grant or contract costs.

(c) Allocable costs. (1) A cost is alloca-
ble to a particular cost objective, such
as a grant, project, service, or other ac-
tivity, in accordance with the relative
benefits received. A cost is allocable to
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a Corporation grant or contract if it is
treated consistently with other costs
incurred for the same purpose in like
circumstances and if it:

(i) Is incurred specifically for the
grant or contract;

(ii) Benefits both the grant or con-
tract and other work and can be dis-
tributed in reasonable proportion to
the benefits received; or

(iii) Is necessary to the overall oper-
ation of the recipient, although a di-
rect relationship to any particular cost
objective cannot be shown.

(2) Any cost allocable to a particular
grant or contract or other cost objec-
tive under these principles may not be
shifted to other Corporation grants or
contracts to overcome funding defi-
ciencies, or to avoid restrictions im-
posed by law or by the terms or condi-
tions of the grant or contract.

(d) Applicable credits. (1) A recipient
must deduct all applicable credits, as
defined in paragraph (d)(2) of this sec-
tion, from the costs it charges to a
grant or contract from the Corpora-
tion.

(2) The term ‘‘applicable credits’’ re-
fers to those receipts or reductions of
expenditures which operate to offset or
reduce expense items that are allocable
to grants or contracts as direct or indi-
rect costs. Typical examples of such
transactions are purchase discounts,
rebates or allowances, recoveries or in-
demnities on losses, insurance refunds,
and adjustments of overpayments or
erroneous charges. To the extent that
such credits accruing to or received by
the recipient relate to allowable costs
they shall be credited to the grant or
contract either as a cost reduction or
cash refund, as appropriate.

(e) Program income. Program income
represents gross income earned by the
recipient from Corporation-supported
activities, and includes, but is not lim-
ited to, income from service fees (in-
cluding attorneys’ fees and costs), sales
of commodities and property, and in-
terest earned on grant or contract ad-
vances or other funds.

(f) Advance understandings. (1) Under
any given grant or contract the reason-
ableness and allocability of certain
items of costs may be difficult to de-
termine. This is particularly true in
connection with recipients that receive

a preponderance of their support from
the Corporation. In order to avoid sub-
sequent disallowance or dispute based
on unreasonableness or
nonallocability, it is often desirable to
seek a written agreement with the Of-
fice of Monitoring, Audit, and Compli-
ance in advance of incurring special or
unusual costs. The absence of an ad-
vance agreement on any element of
cost will not, in itself, affect the rea-
sonableness or allocability of that ele-
ment. Acceptance of the annual budget
as part of the renewal of funding does
not constitute an ‘‘advance under-
standing’’ or ‘‘approval’’, unless the
cost or expenditure is identified and
specifications of the purpose, amount,
and all other information necessary to
evaluate the necessity and reasonable-
ness of the cost are included and ex-
plicit approval of the specific trans-
action is included with approval of the
grant application.

(2) Because there is significant poten-
tial for disagreement regarding the
reasonableness, necessity, or allow-
ability of costs allocable to the follow-
ing activities, recipients are encour-
aged to seek advance understandings
regarding—

(i) Conduct of or attendance at meet-
ings (attended primarily by employees
of other LSC recipients or a purpose of
which is to encourage political activ-
ity), conferences, symposia, or training
projects by participants, trainees,
trainers, or employees;

(ii) Maintenance or occupancy of a
branch office if a primary use of that
office is to support legislative advo-
cacy, formal rulemaking, or lobbying.

(g) Guidance. The Circulars of the Of-
fice of Management and Budget shall
provide guidance for all allowable cost
questions arising under this part when
relevant policies or criteria therein are
not inconsistent with the provisions of
the Act, applicable appropriations acts,
this part, the Audit and Accounting
Guide for Recipients and Auditors, and
Corporation rules, regulations, guide-
lines, and instructions.

§ 1630.5 Costs specifically unallowable
under Corporation grants and con-
tracts.

(a) No cost allocable to an activity
that violates the Act, other provisions
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of law, Corporation rules, regulations,
guidelines, instructions, or the terms
of a recipient’s grant or contract agree-
ment may be charged to Corporation
funds.

(b) Without prior approval of the Cor-
poration (which approval shall not be
withheld unless the Corporation deter-
mines that the cost would be inconsist-
ent with the standards and policies of
this part and which shall be valid for
no more than one year), no cost alloca-
ble to any of the following may be
charged to Corporation funds:

(1) The cost of a lease or purchase of
equipment, furniture, books or similar
personal property if the single item or
combined purchase price is in excess of
$10,000. In the case of a lease, the pur-
chase price is determined by the pre-
vailing market rate for purchase of the
property leased, not by the lease price.
‘‘Combined purchase price’’ means the
total cost of all the components of a
system, such as a computer or tele-
phone system, in which the compo-
nents are planned as integral parts of
the system or lease process. The addi-
tion of books to an existing library
purchased during a prior audit year, of
new printers to an existing computer
system purchased during a prior audit
year, or of new furniture to office fur-
niture purchased during a prior audit
year would not require prior approval
unless the additions had a combined
purchase price in excess of $10,000.
When purchases or leases are made for
more than one office, the ‘‘combined
purchase price’’ includes the cost of all
new system components for all offices
affected;

(2) Purchases of real property;
(3) Consultant contracts in excess of

$5,000 or consultant fees in excess of
$261 per eight-hour day or $35 per hour
except that

(i) The retention of expert witnesses
or other consultants or attorneys se-
cured on behalf of eligible clients shall
not be considered consultant services,
and

(ii) Audit services shall not be con-
sidered as consultant services, but
other services that may be provided by
a recipient’s auditor, such as the prepa-
ration of interim financial reports or
tax reports, shall be considered con-
sultant services and shall require ap-

proval if the fees exceed the limits es-
tablished by this subparagraph.

§ 1630.6 Effect of absence of prior ap-
proval.

The Corporation may not assert the
absence of its approval as a basis for
disallowance of a cost if it has not pro-
vided written notice to a recipient that
it objects to a proposed cost expendi-
ture involving Corporation funds, or to
a proposed action that could result in a
cost expenditure that the recipient will
charge to Corporation funds, within
sixty (60) days of receipt by the Office
of Monitoring, Audit, and Compliance
of a request for such approval, or with-
in thirty (30) days of the receipt by
that Office of all requested information
about the proposal. The Corporation
must make written request for addi-
tional information within forty five
(45) days of the receipt by the Office of
Monitoring, Audit, and Compliance of
the request for approval. This section
does not apply to requests for approval
made prior to the effective date of this
regulation. If the request for prior ap-
proval is denied, the Corporation will
provide the recipient with an expla-
nation and statement of the grounds
for denial.

§ 1630.7 Review and appeal process.
(a) When it questions a cost incurred

by a recipient, the Corporation shall
give written notice to the recipient and
the Chairperson of its governing body
stating the dollar amount of the cost
and the factual and legal basis for
questioning it. Such notice must be
provided no more than six (6) years
after the recipient incurred the cost or
expended the funds.

(b) The recipient may respond with
written evidence and argument to show
that the cost was allowable, that the
Corporation, for equitable, practical,
or other reasons, should not recover
all, or part of the amount, or that the
recovery should be made in install-
ments. If the recipient fails to respond
within thirty (30) days of its receipt of
notice, the cost shall be disallowed.

(c) Within forty-five (45) days of re-
ceiving the recipient’s written response
to the notice of questioned cost, the
Corporation shall issue a determina-
tion that the cost has been allowed or
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disallowed and advise the recipient of
the method and schedule for collection
of any disallowed costs.

(d) Within thirty (30) days after it re-
ceives a determination from the Cor-
poration that a questioned cost has
been disallowed, a recipient may send a
written request for review to the Presi-
dent of the Corporation, stating its
reasons in detail.

(e) Within thirty (30) days after re-
ceipt of the written request for review,
the President shall either adopt, mod-
ify, or reverse the determination. The
decision shall be based on the written
record, consisting of the notice, the re-
cipient’s response, the Corporation’s
determination, the recipient’s request
for review, and any response and analy-
sis sent to the President by Corporate
staff. The decision of the President, or
his or her designee, shall become final
upon receipt by the recipient of written
notice of the decision. The Corporation
shall send a copy of the staff’s response
and analysis to the recipient at the
time it sends the President’s decision.

(f) If the President has had prior in-
volvement in the consideration of the
issue, another executive employee who
has had no prior involvement shall be
designated to hear and decide the re-
quest for review.

§ 1630.8 Recovery of disallowed costs.

After completion of all action under
§ 1630.7, the Corporation shall recover,
in the form of a reduction in future
grant checks or direct payment or oth-
erwise, an amount not to exceed the
total disallowed cost and any addi-
tional income derived from activities
supported or assets purchased by
means of the disallowed cost.

§ 1630.9 Other remedies; effect on
other parts.

(a) In all cases in which a cost has
been disallowed by the Corporation,
the Corporation shall require that the
recipient take the action needed to
prevent recurrence of the activity that
gave rise to such disallowed cost. In
cases of serious financial mismanage-
ment, fraud, or defalcation of funds,
the Corporation may take appropriate
action pursuant to parts 1606, 1623, and
1625 of its regulations and shall make

such referrals and recommendations as
the circumstances warrant.

(b) Recovery of questioned costs by
any means under this part is not to be
construed to affect permanently the
annualized funding level of the recipi-
ent, or to constitute a termination of
financial assistance under part 1606, a
suspension of funding under part 1623,
or a denial of refunding under part 1625.

§ 1630.10 Responsibility of subgrantees
and subcontractors.

When disallowed costs arise from ex-
penditures incurred under a subgrant
or subcontract of Corporation funds,
the recipient and the subrecipient or
subcontractor will be held jointly and
severally responsible for the actions of
the subrecipient or subcontractor, as
provided in 45 CFR part 1627, and will
be subject to all remedies available
under this part.

§ 1630.11 Time.
(a) Computation. Time limits specified

in this Part shall be computed in ac-
cordance with Rules 6(a) and 6(e) of the
Federal Rules of Civil Procedure.

(b) Enlargement. The President of the
Corporation may, on written request
for good cause shown, grant an enlarge-
ment of time and shall so notify the re-
cipient in writing.

§ 1630.12 Non-public funds.
(a) No cost allocable to an activity

that violates section 1010(c) of the Act
or part 1610 of these regulations may be
charged to non-public funds.

(b) The Corporation shall, pursuant
to this part, collect from the recipi-
ent’s Corporation funds an amount not
to exceed the amount of non-public
funds allocated to such violation and
any additional income derived there-
from.

PART 1631—EXPENDITURE OF
GRANT FUNDS

Sec.
1631.1 Policy.
1631.2 Application and waiver.

AUTHORITY: 42 U.S.C. 2996e(b)(1)(A),
2996f(a)(3); Pub. L. 99–190, 99 Stat. 1185; Pub.
L. 99–180, 99 Stat. 1136.

SOURCE: 51 FR 24827, July 9, 1986, unless
otherwise noted.
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